
 
 
 
Which trust form should I use? 
 
For life assurance (i.e. non pension) contracts which are already set up and on risk, Scottish Widows 
currently offers a choice of four trusts. To help you choose which trust is most appropriate for your 
needs, a brief description of each trust and where it may be used is given below.   
 
Placing a policy under trust usually means you are giving up all rights to the benefits under a policy, 
although, in a few very specific situations it’s possible to retain certain benefits and our range of 
trusts takes this into account.   
 
Remember a trust is a legal document. If you’re in any doubt as to which trust is most suitable 
for your policy and your requirements, please seek advice from your financial or legal 
adviser.   
 
If your policy is a regular premium policy it may be what is known as a “qualifying policy”. 
Placing a qualifying policy under trust can have tax implications and advice should always be 
sought before considering a trust for this type of policy.  
 
 
1. The Flexible Gift Trust is suitable for a policy, without critical/terminal illness cover, which is 

owned by either one person or jointly by two people. It’s normally not suitable for jointly-owned 
policies, where death benefits are payable on the death of the first to die. The wording of the 
Flexible Gift Trust gives the trustees the ability to choose who will benefit from the trust from a 
given list of possible beneficiaries. You, as the original policy owner(s) are excluded as a 
possible beneficiary and therefore wouldn’t have access to any policy proceeds. You are giving 
up all your rights to the proceeds under the policy.  
  

2. The Flexible Power of Appointment Trust has been designed specifically for use with life 
assurance policies where the policy includes critical illness and/or terminal illness cover. 
Normally it’s not possible for the original owner of a policy which is placed under trust to benefit 
from the trust funds. However, where critical/terminal illness cover forms part of the policy 
benefits, it will often be important that money is available to you if you become ill. This trust is 
designed to cover the situation by allowing the benefits to be paid to you, only in very specific 
circumstances, whilst maintaining the inheritance tax (IHT) position of the trust. (Details of the 
specific situations where payout could occur and of the illnesses covered are in the policy 
provisions for your contract.) 

 
3. The Revert to Settlor trust is a version of the Flexible Gift Trust which can be used with policies 

that have a maturity date. This will generally be policies with a regular premium which are set up 
to run for a specific period (such as the Regular Savings Plan). Using this type of trust ensures 
policy benefits will revert to the original owner if living at the maturity date of the policy (or if the 
original policy owner becomes critically ill and critical illness benefits become payable) but will 
not form part of the settlor's taxable estate for IHT purposes if he dies beforehand. 

 
All of our flexible trusts (including the Revert to Settlor Trust) are discretionary in nature. This means 
the trustees use their discretion when deciding who ultimately benefits from the trust capital. Gifts 
made into this type of trust are chargeable lifetime transfers for IHT purposes (unless exempt). This 
means an IHT charge may apply when the trust is created. IHT charges and reporting requirements 
may also arise at each tenth anniversary, and when capital exits the trust (such as where trust capital 
is distributed to a beneficiary). Note, however, charges will generally only apply if the value of your 
gift (or the value of the trust fund) is above the nil rate band (this normally increases on 6th April each 
year, although is currently ‘frozen’ at £325,000 until April 2021). Protection policies, e.g. a Level Term 
Assurance, don’t normally have a value unless a life assured is in poor health.  
 
 



 
 
 
4. The Gift trust (creating fixed interests) is what is often known as an absolute trust.  An 

absolute trust is one where you name specific beneficiaries to receive the benefits held under the 
trust. Once the trust has been set up you normally can’t alter who the beneficiaries are, even if 
your circumstances change. 
 

 
An absolute trust is treated differently from a flexible trust in that there will not be an immediate IHT 
charge when the trust is created. Instead, you’ll make a potentially exempt transfer which will only 
become chargeable in the event of your death within seven years of making the gift. As the gift is 
made absolutely to the beneficiaries, the trust fund will form part of the beneficiaries' estates for IHT 
and other purposes (such as divorce, bankruptcy, financial means assessments). This means 
although IHT charges will not apply periodically or when capital leaves the trust, an IHT charge could 
apply on the death of a beneficiary.  

 
 
Glossary 
 
Absolute Trust – An absolute trust is a trust where the beneficiaries are known individuals and the 
contract is held by the trustees for those individual's benefit absolutely. Under this type of trust, all 
beneficiaries must be identified and named at outset and you cannot subsequently change a 
beneficiary or the share in which they benefit. 
 
Critical Illness Cover – This type of cover will pay out a lump sum if you are diagnosed with a 
critical illness within the benefit term. We only cover the critical illnesses we define in our policy 
provisions. 
 
Fixed Interest Trust – This is another name for an Absolute Trust.  
 
Flexible Trust - Under a flexible trust the trustees hold the trust property for any one or more of a 
wide class of beneficiaries as defined in the trust document. It’s usually possible to add to or exclude 
beneficiaries from the beneficial class either at outset or at some later point. The trustees can use 
their discretion when distributing the trust assets to the beneficiaries.   
 
Inheritance Tax (IHT) - This is the tax that is paid on your estate when you die if your assets are 
worth more than a set amount at the time of your death (this is known as the nil rate band which 
normally increases on 6th April each year, although is currently ‘frozen’ at £325,000 until April 2021). 
Broadly speaking your estate is everything you own at the time of your death, once your debts have 
been taken into account. IHT is also sometimes payable on assets you may have given away during 
your lifetime. 
 

Qualifying Policy –   A qualifying policy is a life insurance policy with a special tax status which 
means that when it comes to an end the proceeds are not usually subject to additional income tax or 
capital gains tax. Qualifying policies must meet specific conditions with regards to level of life cover, 
premium levels and regularity and policy term.  

 
Terminal Illness Cover – This is cover that provides a lump sum payment if you’re diagnosed with 
an illness which is expected to cause your death within 12 months or before the end of the benefit 
term if shorter. Your policy provisions will provide more detail 
 
The Trustee(s) The persons you appoint to look after the trust fund. The settlor will normally be one 
of the trustees. The Trustees become the legal owners of any property put in trust, but are obliged by 
law to use the property for purposes that the settlor specifies in the trust deed. 
 
 
 



 
 
 
Please tick one of the boxes below to indicate which trust form you’d like us to send you.  
 

 Flexible Gift Trust  (51082)   
   

 Gift Trust (creating fixed interest) (51080) 
 

 Flexible Power of Appointment Trust (SW56399) 
 

 Revert to Settlor Trust (SW58105) 
 
 
 
  

 
Please write your details below so we can send the trust form to you.  
 
Name:        Policy number: 
 
Address:  
 
 
 
 
 
 
Please return this form to:  Scottish Widows, 15 Dalkeith Road, Edinburgh EH16 5BU 
 
Telephone number   03457 166 777 
 
 
 
 
 
Important - please read carefully 
 
The information given in this letter is based on our understanding of UK law and HM Revenue & 
Customs practice at the time of printing. We accept no liability for the accuracy of the information 
provided. Legislation regarding taxation and HM Revenue & Customs practice may be subject to 
change, which cannot be foreseen. 
 
Trusts are documents with legal significance that may affect the rights, obligations and tax position of 
yourself and the beneficiaries. You should not proceed unless you are satisfied that you understand 
its effect and that it achieves your objectives. If you have any doubts or uncertainties you should 
seek independent legal advice. 
 
Special consideration may be required where you are either resident or domiciled outside the UK.  
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